This study explores the relationship between HRM(human resource management)systems and performance using data from 192 manufacturing companies operating in Pakistan.This study examines this relationship in two ways:direct impact of HRM systems on performance and indirect impact or effect of HRM systems on performance through HR outcomes.The HRM systems include the practices of participative leadership,job security and training and development.The results of regression analysis suggest that the individual HRM practices impact the performance significantly in isolation but these direct effects are insignificant when HR outcomes mediate the relation between HRM systems and performance.The configuration of HRM practices showed a significant impact on performance.These impacts are more profound when management uses HRM practices to elicit the employee's attitudes/behaviors in terms of job satisfaction and work motivation.The results of structural equation modeling also suggest the prediction that the HRM systems impact performance more significantly through HR outcomes.Hence the study emphasizes the systematic and integrated use of behavior oriented HRM practices in order to achieve competitive advantage.
INTRODUCTION
With a rapidly changing economic environment businesses all over the world are facing new trends of globalization and free market Organizations in the new economy are facing strong competition.
Major challenges for organizations in future are more urgent search for competitive advantage.In order to be efficient and competent organizations must continually improve their performance by reducing cost innovating products and processes,and improving quality, productivity,and speed to market (Becker & Gerhart, 1996) .Human resource management(HRM)systems of an organization can be a source of sustained competitive advantage.The previous studies clearly reveal that the HRM practices,applied in a systematic and integrated manner,are associated with positive performance outcomes, (Appelbaum et al,2000; Berg,1999; Huselid,1995) and higher financial success (Huselid, 1995) .
HRM in Pakistani companies has been adapted to meet these challenges and to speed up the pace of economic and business activities.The HRM system of Pakistani companies is in its developing phase.Many organizations have titled their Personnel and Administration departments as HR departments while frequently practicing reactive HRM.It is argued (Khilji,2001 )that the HRM practices in Pakistani companies are not applied in a systematic and integrated way.As a result,problems are compounded.No organization claims to be free from HR problems such as low motivation,lack of commitment and high turnover in employees.The organizational structure is bureaucratic, centralized and control oriented.
There are very few organizations that have The purpose of the present article is to empirically examine the relationship of perceived HRM practices to organizational performance in companies operating in developing countries like Pakistan.Although there are a large number of literature and research on the link between HRM and performance,these are mostly related to developed countries such as USA and UK.Research on HRM systems of developing countries like Pakistan is scarce.Researchers suggest that more HRM studies should be conducted across more diversified cultures and nations (Budhwar & Debrah,2001) . Moreover,the findings of the study can be a source of knowledge and may have practical implications for the developing countries'businesses.
RESEARCH FRAMEWORK
HRM and Performance A wide range of research and the majority of HRM professionals accept that organizational human resource management policies can,if properly configured,provide a direct and economically significant contribution to firm performance.Empirical studies explained a strong and direct relationship between the quality of HRM practices and return on shareholder investment These results are also found to be valid in companies outside America (Bae & Lawler,2000) .
Scholars from different disciplines have presented various conceptual frameworks to explain the nexus between a firm's HRM systems/practices and performance.The most prominent ones among these are general systems theory (Von Bertalanffy,1950) ,role behavior theory (Katz & Khan,1978) ,institutional theory (Meyer & Rowan,1977) ,resource dependency theory (Pfeffer & Cohen,1984) ,human capital theory (Becker,1964) ,agency theory (Jensen & Meckling,1976) and resource-based theory (Barney,1991) .All these theories have a consensus on the significant impact of HRM practices in the determination of employee's and firm's performance.A review of all these theories is beyond the scope of this study.However,this particular study analyzes the relationship between HR systems and firm's performance using the concept of resourcebased theory.According to Koch & McGrath(1996) ,the resource-based perspective offers a useful basis for understanding why human resource management makes a potential contribution to performance at the firm level.
The resource-based approach stresses the need for a specific HRM strategy,which seeks to achieve competitive advantage by increasing the efficiency and competency of the work force. Barney (1991) In an attempt to examine the link between HRM strategy and performance, Delery and Doty (1996) explained that there are three approaches to understand this relationship:the universalistic perspective, the contingency perspective,and the configurational perspective.Unlversahstic perspective maintains that some HRM practices are better than others and most organizations should adopt these best practices.Because of globalization and increasing competitive pressure,HRM practices converge to a universalistic approach.These practices are called high performance work practices or best practices. Osterman(1994) , Pfeffer(1994) and Huselid(1995) supported and used the universal perspective in their research.Several other empirical studies also support this approach (Delery and Doty,1996) .
Contingency approach posits that an organization's HRM practices must be consistent with other aspects of organization in order to be effective (LengnickHall & Lengnick-Hall,1988; Schuler & Jackson,1987) .
According to this approach performance is enhanced if an organization maintains a greater congruence between its strategies,external and internal environment, etc.and HR practices.
Configurational approach tries to build unique patterns or combinations of HRM practices with maximum performance.This approach insists that to be successful,an organization must develop HR systems that achieve internal consistency of its HRM practices (horizontal or internal fit)and congruence of HR system with its strategy(vertical or external fit).Confguration al theories are different from the universalistic and traditional contingency theories.The configurational theories are based on the holistic approach;ideal types(or more sophisticated types)of HRM practices and policies;and the systems assumption of equifinality. Delery and Doty(1996) further describe that "the configurational theories are concerned with how the pattern of multiple independent variables is related to a dependent variable rather than with how individual independent variables are related to a dependent variable" (p.804). This study tries to examine the link between HRM practices and performance in two ways:direct link(i.e.universal approach and configuration approach) and indirect link between HRM practices and performance or when HR outcomes mediate the relation between HRM practices and performance(i.e.mediation approach).The universal approach is a simple and most widely used approach.However,the configuration approach does not have much empirical evidence in developing countries like Pakistan. Snell et at(1996) argue that the configuration approach is very useful in creating sustained competitive advantage,as the combination of various HRM practices may help facilitate organizational learning,adaptation and renewal.In this way HR systems and people create the competitive advantage.However,it is not possible that any one of these practices leads to sustained competitive advantage. Wright & McMahan(1992) According to Guest(1995) ,any analysis of influences on company profits quickly leads to the conclusions that factors other than HRM are involved.He further describes that in understanding the relationship between HRM practices and performance,it is assumed that improved performance is achieved through the people in the organization. Guest(1987) comes.In this study it is assumed that the employee's behaviors and attitudes are mediating the relationship between HRM practices and firm's performance.This study examines the relation between HR system and performance using both perspectives i.e.direct link between HR system and performance,and indirect link between HR system and firm's performance.
HYPOTHESES Direct Linkage between HR Practice and Performance
The case of universal prediction Participative Leadership Style:Research has shown that participation increases both employee job satisfaction and productivity. Fernie et at(1994) found that employee involvement practices have a positive influence on productivity and product quality.He further states that employee involvement results in better social climate. Huselid & Becker(1995) surveyed the performance and work practices of 222 firms and reached the conclusion that participative practices are significantly associated with decreased turnover,increased productivity and improved financial performance. G. Cole(2002) says that the reason for encouraging greater employee involvement and participation in decision-making is that it can lead to improved efficiency and effectiveness in delivering goods and services to customers.If the means of participation not only increases employee's contribution to problem analysis (which may bring a sense of recognition to individuals), but also enhances their ability to make important operational decisions,then increased employee's job satisfaction and motivation are likely.This in turn leads to better product and service quality and enhances customer satisfaction.Thus,there are sound practical reasons for finding ways of increasing the involvement of ordinary employees in the day-to-day running of an organization. Here it is proposed that participation of employees will lead to the higher performance of organization. Hypothesis 1.1:The practice of pardcipative leadership will lead to higher level of organizational performance.
Job Security:It is widely accepted that the practice of employment security has direct effect on the behavior of employees.According to Appelbaum et at(2000) , employment security is positively related to productivity,employee trust,and organizational commitment It is argued that employment security is prerequisite for most of high performance practices,such as selective hiring,extensive training,information sharing and delegation.The firm will not invest heavily in careful screening and training of new employees if these employees are not expected to stay with the firm for a long term to reap these investments.Most research on the effects of high performance management systems has incorporated employment security as one important dimension.This is because the innovations in work practices or other form of worker management cooperation or productivity improvement are not likely to sustain when workers fear that they will lose jobs as a result of increased productivity (Pfeffer,1998) .It is argued that provision of job security encourages employees to work harder.Ichniowski and associates (1994)noted workers will only spend extra effort if they expect a lower probability of future layoffs. Hypothesis 12:The practice of job security will result in higher level of performance. Training and Development Training is an essential component of high performance work systems (Pfeffer, 1998) ,because these systems rely on front line employee skill and initiative to identify and resolve problems,to initiate changes in work methods,and to take responsibility for quality.All of this requires skilled and motivated work force that has the knowledge and capability to perform the requisite tasks.Organizations can improve the quality of current employees by providing comprehensive training and development activities (Delaney & Huselid,1996) . Koch & McGrath(1996) suggest that company-sponsored training and development programs often increase the firm specific skills of employees.In this way it decreases the likelihood that other firms would deploy these trained workers in the same productive way. Becker(1996) argues that some kinds of training are equally useful to a firm and to its competitors.In such cases,the company offering training pays cost and competitors are subsidized,if these trained workers are hired away by them.In response to this argument,resource-based theory suggests that firm specific routines make it impossible that an employee trained in one company would be of equal use at the same price in another.
A large number of studies provide evidence that investment in training leads to beneficial organizational outcomes.Appelbaum et at asserted in a study (2000) that formal and informal training are positively related to employee trust and intrinsic motivation. Boselie et al.(2001) asserted that training and development are positively related to trust in decision-making and perceived employee job security.Training has positive impact on perceived organizational performance (Delaney & Huselid,1996) . Hypothesis 1.3:Training and development programs of the company have significant impact on its performance.
The case of configurational prediction HRM practices are associated with positive performance outcomes and higher financial success (Huselid,1995; Lawler et al.,1995) .It is argued that the nexus between HRM and performance becomes stronger and pronounced when the HR practices are implemented together as a system or in a holistic manner.The researchers who favor this approach call for the HRM policies and practices which are internally aligned,in order to gain higher performance.According to Guest(1997) ,this approach requires a set of internally consistent HRM practices,in other words an internal fit of HRM practices.Internal fit refers to the extent to which the components of HR are logically connected and supportive for one another.There may be a number of possible combinations or configurations of practices which lead to higher performance. Guest(1997) describes two ways to test the combined impact among HRM systems,named as fitas-bundle and fit-as-gestalt The fit-as-bundles implies that multiplicative pattern or an interaction of particular pattern of HRM practices brings out the synergic effects on performance.The fit-as-gestalt approach is based on three assumptions:1)the sum of each HRM practice is greater than its parts;2)the pattern of combinations among HRM practices is additive rather than multiplicative;and 3)one key aspect of HEM is needed. The multiplicative approach is more complex and rigid, which implies that if any single HRM practice is missing,the bundle score or the effect should be zero.In the additive approach the HRM practices are interrelated but the absence of any particular HR practice will not remove the effect of all other practices.For this reason, in this study the additive approach is followed. MacDuffie(1995) and Osterman(1994) The behavioral perspective (Jackson et at 1989) implies that successful implementation of strategic HRM practices depends heavily on employee's behavior.It is argued that in order to achieve lasting results and to contribute effectively to the success of their company,employees must be motivated and satisfied (Becker & Wilson,2000; Fey et aL,2000; Guest,2001 ). 
HR outcomes influence performance significantly
It is argued that to achieve lasting and better performance and to contribute significantly to the success of their organization,employee's behavior and attitudes must be supporting to the organizational objectives.If employees have good attitudes and behaviors, they are more likely to work for the benefit of the organization,thus positively affecting firm performance (Arthur,1994) .According to MacDuffie(1995) ,"Skilled and knowledgeable workers who are not motivated are unlikely to contribute any discretionary effort.Motivated workers who lack skill or knowledge may contribute discretionary effort with little impact on performance(p.199)".
Hypothesis 32:HR outcomes(ie.employees behavior)
will significantly influence performance.
HRM practices influence performance through HR outcomes Ostroff and Bowen(2000) and others(e.g, Delery & Shaw,2001; Becker&Gerhart,1996) note that relating organizational practices directly to outcomes is shortsighted and simplistic.The direct relation fails to recognize that the HRM practices themselves are not responsible for the change in outcomes.Rather the HRM practices must be translated in some way by the organization's employees to impact jobs and roles.Employees give meaning to the organizational policies through their attitudes and behaviors.Organizations cannot experience success,unless the employees respond effectively and positively to HR practices and policies. Hypothesis3.3:HR outcomes mediate the relatlonshlp between HRMpractices and performance.
RESEARCH METHODOLOGY
In order to analyze the effect of HRM practices on employee's attitudes and on performance a questionnaire survey was conducted.In July 2005,1000 questionnaires were mailed to HR managers of the manufacturing companies(both Pakistani owned and foreign owned companies)operating in Pakistan. Regarding the size of companies,the companies with more than 50 employees were surveyed.After almost one year 240 questionnaires were responded and most of responses were received through personal connection(i.e.friends and relatives provides data on HR policies,HR outcomes and organizational performance.The data for the change in employee's attitudes(HR outcomes)that is based on HR manager's perception may not truly represent the employee's feelings.However,it is expected that the common method bias may be limited in this study because the sample size is large (Cooper and Emory, 1995) .
The behavioral consequences of these HRM practices included two aspects of HRM outcomes, namely,employees work motivation and job satisfaction.
The HR manager was asked how he perceives the change in job satisfaction and work motivation of their employees during past three years. These two factors were also measured by using the 5-point Likert scale.
Performance:The financial performance measure was based on three self-report variables,namely,quality, profit and revenue using the methodology of Delaney and Huselid.It is noted that the research up till now has been based on both objective and subjective indicators of performance.From previous researches, (Guest,2003; Guthrie,2001) ,it is evident that subjective data may be as valid as objective measures.The respondents were asked how they perceive their performance in terms of quality, profit and revenue for last three years.For measurement the same 5-point Likert scale was used. Table 2 shows that all five factors produced alpha values of more than 0.6,depicting that these fac- To explain the predictor's value significantly, we might need to take into account the effects of industry type, economic conditions and labor market structure. One important reason for this might be that most of the companies in Pakistan(surveyed)adopted the layoff policy during the bad economic seasons Also, some companies had seasonal nature of business(e.g textile industry and food processing industry).An important point to note is that although the individual impact of job security is insignificant, the combined impact of all HR practices is significant The combined HRM practices have brought about 21.6% change in performance.
While taking into account the mediation perspective in Model 3 in Table 3 the individual effects of HR practices become insignificant These findings support the view of Delaney & Huselid(1996) Further,this study also verifies the findings of such researchers as Ostroff and Bowen(2000) , Delery & Shaw (2001) and Becker & Gerhart(1996) who note that relating organizational practices directly to outcomes does not explain the causalities involved.According to them the HR policies and practices do not directly result in performance but these HR policies bring out changes in employees'attitudes and behaviors by impacting their jobs.These behavioral outcomes significantly impact productivity.
The empirical results presented support the view that an effective and integrated HR policy can provide a competitive edge to Pakistani companies. The past research has pointed out that HRM in Pakistan is hierarchical and control oriented,resulting in low level of participation and trust between management and employees.Training and development of employees is considered as cost and little importance is given to training and development (Khilji,1999) .This HR system has resulted in low level productivity,low quality of products and hence lower performance.Still from the findings of this study it is evident that manufacturing companies who have adopted progressive HRM practices in a systematic and integrated way are experiencing the significant impact in the employee's behavioral outcomes such as job satisfaction and motivation. This has led to significant variations in the overall performance of the companies.The important thing is to adopt the HR practices in a way that leads to positive behavioral outcomes.
The findings of this study,however,cannot be generalized and its results should be taken cautiously. The major limitation is that the single source(HR manager)provided information on HR practices,HR outcomes and perceived organizational performance.Specifically,the data for the change in employee's attitude based on the HR manager's observation may not truly represent the workers feelings.For further study it is stressed that to measure changes in employee's attitudes and behavior,employee's own response should be obtained.However,it is expected that the respondent bias is minimum due to large sample size and the nature of this study is assumed to be highly exploratory.
Another limitation is that this study takes into account 
